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SUMMARY

H.R. 1320 would amend the procedures used to pay for relocating federa
telecommunications systems that use electromagnetic spectrum that will be licensed for
commercia use. It would simplify the process companies use to reimburse the government
for relocation costs and would alow agencies to spend those funds without further
appropriation. Under current law, such spending issubject to appropriation. Inaddition, the
bill would amend existing law regarding loans made by the Telecommunications
Development Fund (TDF).

CBO estimates that implementing H.R. 1320 would increase net direct spending by
$1.4 billion over the 2006-2008 period and by $2.5 billion over the next 10 years. Allowing
agencies to directly spend some auction proceeds would eliminate the need to appropriate
funds for relocation costs. Consequently, thisincrease in direct spending could be largely
offset by a reduction in discretionary spending if the total amounts appropriated in future
years are reduced correspondingly.

H.R. 1320 contains no intergovernmental or private-sector mandates as defined in the
Unfunded Mandates Reform Act (UMRA) and would impose no costs on state, local, or
tribal governments.

ESTIMATED COST TO THE FEDERAL GOVERNMENT
The estimated budgetary impact of H.R. 1320 is shown in the following table. The costs of

this legidation fal primarily within budget functions 050 (national defense) and 950
(undistributed offsetting receipts).




By Fiscal Year, in Billions of Dollars
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

CHANGESIN DIRECT SPENDING

Spectrum Auction Receipts Under

Current Law
Estimated Budget Authority -0.1 -03 -80 -80 -28 -25 0 0 0 0 0
Estimated Outlays -01 -03 -80 -80 -28 -25 0 0 0 0 0
Proposed Changes.

Delay of Spectrum Auctions

Estimated Budget Authority 0 0 75 -75 0 0 0 0 0 0 0
Estimated Outlays 0 0 75 -75 0 0 0 0 0 0 0
Spending for Relocation Costs®
Estimated Budget Authority 0 0 0 25 0 0 0 0 0 0 0
Estimated Outlays 0 0 0O 03 05 06 06 03 01 01 0
Tota Proposed Changes
Estimated Budget Authority 0 0 75 -50 0 0 0 0 0 0 0
Estimated Outlays 0 0O 75 -72 05 06 06 03 01 01 0
Net Spectrum Auction Receipts Under
H.R. 1320
Estimated Budget Authority -01 -03 -05 -130 -28 -25 0 0 0 0 0
Estimated Outlays -01 -03 -05-152 -23 -19 06 03 01 O01 0

a Implementing H.R. 1320 could result in a reduction in discretionary spending, similar to the $2.5 billion increase in direct
spending if the total amounts appropriated in future years are reduced accordingly.

BASISOF ESTIMATE

H.R. 1320 would amend current law that governs auctions of the el ectromagnetic spectrum
in two ways. First, it would change the process used to pay for the cost of relocating
government operationswhen spectrum that is used by agenciesisgoing to bereall ocated and
licensed for commercial services. Second, thebill would changethetreatment of loansmade
by the Telecommunications Development Fund. The cost of these changes is described
below.



Federal Relocation Costs

CBO estimates that implementing H.R. 1320 would increase net direct spending by
$2.5 billion over the next 10 years because it would allow agencies to spend some of the
proceeds from spectrum auctions without further appropriation. Spending for agencies
spectrum relocation expenses is subject to appropriation under current law. By providing
thisdirect spending authority, thebill could |ead to lower discretionary spending inthefuture
If the funds appropriated are reduced by corresponding amounts.

Relocation Costs Under Current Law. Some of the electromagnetic spectrum now used
by federal agencies is being reallocated from government to commercial use. Relocating
agency operations to new frequencies or services typically involves buying new equipment
and facilities. Under current law, those costs will be paid by the companies that win the
commercial licenses at auctions held by the Federal Communications Commission (FCC).
Agencieswill notify biddersof estimated rel ocation costs before the auction begins, but final
payment will be negotiated and made after the winning bidder has obtained—and paid
for—the license. Funds paid by the commercia licensees for relocation costs will be
deposited in the Treasury as miscellaneous receipts, but agencies cannot spend the proceeds
until they are appropriated. How well the current rel ocation processwould work isunknown
because no auctions of such frequencies have occurred since the requirements were enacted
in 1998.

Proposed Changes. H.R. 1320 would make two key changes in the agency relocation
process. First, costsfor relocation would be paid from the total auction proceeds, rather than
by individual licensees. The bill would direct the FCC to set aminimum bid for an auction
equal to 110 percent of the estimated relocation costs. |If auction proceeds exceed that
minimum bid, then al of the proceeds from the auction of the federal frequencies would be
deposited in a Spectrum Relocation Fund. Auctions that failed to at least match the
minimum bid would be cancelled. Under the bill, all auction proceeds in the fund could be
spent by agencies without further appropriation on eligible relocation costs. Agency
expenditures and relocation progress would be subject to review by the Office of
Management and Budget (OMB), the Nationa Telecommunications and Information
Administration (NTIA), various Congressional committees, and the General Accounting
Office (GAO). Unspent auction proceeds would remain in the Treasury.

The bill also would require the FCC to notify NTIA of an upcoming auction at least
18 months in advance, giving agencies a year to prepare estimates of relocation costs that
must be given to the FCC at least six months prior to the start of the auction.

Bugetary EffectsRelated to Auctioning the 1710-1755 M egahertz Band. Therelocation
procedures, both in current law and under H.R.1320, apply only to certain frequencies.
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Among the bands eligiblefor reimbursement are the 1710-1755 megahertz band, three small
bands covered by existing law, and any frequencies reallocated from government to
commercial use after January 1, 2003.

Most of the estimated cost of this bill would result from applying the new process to the
1710-1755 megahertz band, which is scheduled to be paired with 45 megahertz of
commercial spectrum and auctioned for use by advanced, third-generation wireless services
inthe next few years. Under current law, CBO anticipatesthat licensesfor this 90 megahertz
will be auctioned near the beginning of fiscal year 2005 and that proceeds totaling about
$15 billion would be collected over the 2005-2006 period. This estimate reflects our
expectation that companieswill discount their bids by about $2 billion to $3 billion because
of the uncertainty associated with the time and cost of relocating federal and commercial
USers.

CBO estimates that implementing the new rel ocation procedures would affect the budget in
three ways:

* Requiring the FCC to give NTIA at least 18-months notice would delay the start of
theauction relativeto CBO’ sbaseline assumption, thereby shifting about $7.5 billion
in offsetting receipts from 2005 to 2006. CBO assumes that the 18-month period
would not begin until after the NTIA and FCC identify alternative frequencies for
federal operations, which will be akey determinant of relocation costs.

» Agencies would spend about $2.5 billion, without further appropriation, to relocate
federal systems that now use this band. This estimate reflects the preliminary
estimate prepared by NTIA in 2001 on the cost of moving all federal systems out of
this band. Most of this expense will be incurred by the Department of Defense
(DoD).

* The estimated increase in direct spending could be largely offset by a reduction in
discretionary spending if the amounts appropriated in future years are reduced
correspondingly. However, CBO anticipates that total spending probably would be
higher under H.R. 1320 than under current law because agencies relocation plans
would not be subject to negotiations with winning bidders or the appropriation
process.

It is possible that the net effect of the bill on direct spending could be higher or lower than
estimated by CBO. On the one hand, agency spending could exceed $2.5 billion becausethe
NTIA study was based on preliminary data and did not include all systems or all allowable
expenditures. Recent statements by DoD have suggested that its costs alone could exceed
$4 billion.



On the other hand, simplifying the reimbursement process could reduce some of the
uncertainty for bidders, which could result in higher auction proceeds. Under current law,
companies may underbid or overbid for spectrum licenses depending on how the amount
they ultimately pay agencies for relocation expenses compares to the amount assumed in
their bidding strategy. Likewise, under the bill, agencies might have access to funds more
quickly than under the current process, but CBO has no basis for determining whether this
would have a material effect on when the spectrum would be available for commercial
service. On balance, CBO expects that ssimplifying the process for bidders might lead to
higher proceeds, but we estimate that the magnitude of any change would be small relative
to other factors that will affect the market value of these frequencies.

Budgetary Effects Related to Other Bands. Based on information from NTIA and other
agencies, CBO expects that implementing this bill would have no significant effect on the
net proceedsfrom other auctionslikely to be held beforethe FCC’ sauction authority expires
in 2007.

Telecommunications Development Fund

The TDF was established by law in 1996 to spend the interest earned on certain proceeds
collected by the FCC as part of the spectrum auction process. These interest earnings are
used as venture capital for small businesses and spent on other activities related to
telecommunicationsservices. Thefund isadministered by aseven-member board appointed
by the FCC and is governed by certain statutory criteria. H.R. 1320 would remove one of
those requirements, namely that loans made by the TDF are subject to the Federal Credit
Reform Act.

Since its creation, CBO has suggested that the TDF be included in the budget as a federa
activity because its leadership, purpose, and funding are controlled by the government.
OMB, however, treatsthe TDF asanonfederal entity. Becausethe TDF currently istreated
asanonfederal entity, CBO estimates that enacting this provision would have no budgetary
impact.

INTERGOVERNMENTAL AND PRIVATE-SECTOR IMPACT

H.R. 1320 containsnointergovernmental or private-sector mandatesasdefinedintheUMRA
and would impose no costs on state, local, or tribal governments.



COMPARISON WITH OTHER ESTIMATES

In February 2003, the Administration recommended enacting legislation similar to
H.R. 1320. The Office of Management and Budget estimated that enacting its proposed
legislation also would increase direct spending by $2.5 billion over the 2005-2013 period.
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